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I FISCAL YEAR 1959 we now expect a deficit of around $12 billion. This follows on top of a 


$2.8 billion deficit for fiscal year 1958, which ended June 30. 


Some people have looked at these figures and come up with the dire prediction that there may 
be deficits totaling $60 billion over the next five years and a $350 billion national debt by 1964. 


At the same time, the cold war continues. Almost 
daily we are presented with evidences of persistent 
Russian efforts to achieve supremacy over the world’s 
philosophies and the world’s people. These have 
resulted in steady pressures for greater military ex- 
penditures for deterrent forces, for defense and for 


counter-measures. 


On top of all this, the na- 
tional economy is just begin- 
ning to emerge from a period 
of recession. For some of our 
citizens these past months of 
economic contraction have 
been trying times. For a while, 
there were many fantastic 
proposals for spending, or tax 
reduction, or both, as the only 
way to bring back economic 
advancement. Even today 
some pessimists question 
whether we have the strength 
and vitality, without further 
Federal intervention, to pull 
out of this recession and re- 
sume our upward growth. 


In these circumstances, 
there are certain questions be- 
ing asked: 


This Issue in Brief 


After two modest Federal budget sur- 
pluses, smaller ones were estimated for 
fiscal 1958 and 1959. But that was before 
Sputnik and the onset of the recession. 
Now, as Budget Bureau Director Stans 
points out in this Review, the nation finds 
itself with successive year deficits of $2.8 
and $12.2 billion, 


How this came about, the considerations 


that can most change the picture, the 
future course of Federal spending — ques- 
tions of importance to every American — 
are here comprehensively answered by the 
Director. 


Mr. Stans sees, among other “element- 
ary truths” that: “Any President or Budget 
Director, however determined, cannot 
singlehandedly reduce Federal expendi- 
tures, The final responsibility,” he says, “‘is 
with the people, acting through their rep- 
resentatives in Congress.” 








How did we get this big deficit so suddenly? 


What are the considerations that can change the 
picture most? What is the outlook ahead? 


Will spending continue to increase? 


Should taxes be increased 
or decreased? 


When will the budget be in 
balance again? 


To get things in focus, let’s 
do some quick arithmetic. 
First, fiscal year 1958, which 
ended June 30. After two 
years with $1.6 billion sur- 
pluses, we had expected 
another surplus for 1958. Yet, 
after six months—that is, last 
January—we revised our esti- 
mates on the basis of knowl- 
edge then available to show 
$72.4 billion for receipts and 
$72.8 billion for expenditures, 
which meant a small expected 
deficit of $400 million. In- 
stead, we actually came out on 
June 30 with $69.1 billion re- 
ceipts and $71.9 billion ex- 
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penditures. Although expenditures actually were less 
than expected, the fiscal year thus ended with a net 
deficit of $2.8 billion — all due to a drop-off in tax 
revenues as a result of the recession. 


For 1959—the current fiscal year—we estimated 
last January receipts of $74.4 billion, expenditures of 
$73.9 billion, a surplus of $.5 billion. We now estimate 
that revenues will be down more than $7 billion and 
expenditures will be up over $5 billion, so the expected 
small surplus has been changed to an estimated $12 
billion deficit. 


Spending Estimates Up $5 Billion 


Which brings us to the details of the changes in 
the 1959 picture. First, the loss in revenue. Tax reduc- 
tions enacted by the Congress this year will result in a 
loss of almost $700 million in fiscal year 1959. These 
include elimination of the tax on freight, small busi- 
ness tax relief, reduction of the tax on theater tickets, 
and other excise tax revisions. 


The rest of the loss in revenue is due to lower tax 
collections caused by the recession. Current estimates 
are for reductions of: 


Individual income taxes (off 6%)... . $2.5 billion 


Corporation income taxes (off 18%). . 3.7 billion 

Excise taxes and other taxes and 
receipts (off 8%) . 1.2 billion 
Me ers .. $7.4 billion 


These reductions bring the $74.4 billion estimated 
last January down to a present estimate of $67.0 
billion. 


Now, on the expenditures side: Current estimates 


Maurice H. Stans has 
been Director of the Bureau 
of the Budget since March 
of this year. Previously, 
Mr. Stans served as Deputy 
Director of the Bureau for 
six months and as Deputy 
Postmaster General for two 


years. He was formerly executive partner in the 
national accounting firm of Alexander Grand & 
Company. This Review is based on an address 
Mr. Stans gave before an American Bankers’ 
Association seminar at the University of Wiscon- 
sin. 
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are up over $5 billion since January, as a result of the 
following changes: 


Defense —Up some $500 to $700 million, due 
largely to added procurement and personnel, and 
raises in military and civilian pay. 


A griculture—Up about $1.5 billion, largely for price 
supports, because of several factors such as the 
exceptionally large wheat crop. 


Housing—Up about $1 billion under housing legis- 
lation enacted since January, principally to pur- 
chase mortgages on new low and medium-priced 
houses. 


Unemployment benefits — An increase of about a 
half billion dollars under the program for supple- 
mental unemployment compensation to workers, 
and for higher costs of unemployment benefits to 
veterans and former Federal employees. 


Postal Services—A postal deficit $500 to $600 mil- 
lion greater than estimated in January, mainly be- 
cause postal pay increases were higher and earlier 
than planned and the postage increases were less 
than recommended. 


Other increases—A number of other programs will 
cost more than originally expected, which, together 
with several other items, will produce increases 
totaling about $1 billion over the January estimates. 


No Early Defense Cost Cut 


The various increases in expenditures over the 
January budget have forced us to raise our estimate 
for 1959 from $73.9 billion to over $79 billion. This 
is dangerously close to an $80 billion spending level, 
when just a year ago the public was aroused about a 
peacetime budget that passed $70 billion for the first 
time. 


The important thing about the dimensions of our 
present budget is that the costs of present national 
security (military, atomic energy, and mutual security 
programs), plus past wars (interest and veterans’ 
benefits), amount to 77% of our current budget. 


This is one hard fact for those who believe that the 
budget can be balanced easily if the Administration 
would only fire some government employees and turn 
deaf ears to new proposals for expenditures. Actually, 
the costs of past wars and the present cold war add up 
this year to approximately $61 billion against revenues 
of $67 billion. That would leave only $6 billion 
available to run all the rest of the government — 
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agriculture, natural resources, commerce, housing, 
welfare, and general government activities—which will 
actually cost about $18 billion. No amount of wild 
slashing could bring this into a quick balance. 


In any outlook ahead, what are the major consid- 
erations which come into play? First, the cold war: 
Seemingly the cold war situation will continue to 
require high spending levels, with further pressures to 
increase expenditures. So long as present world ten- 
sions intervene it is not realistic to expect substantial 
reductions in the cost of national security. 


On the other hand, if the international situation 
should gradually ease, we would be able in the long 
run to reduce military expenditures. Whatever we do 
in that regard, however, must be approached with 
great caution. Our great military forces in being are 
the best assurance of peace in a world divided into 
strong Opposing camps. The proposed suspension of 
nuclear weapons testing would be an encouraging first 
step toward eventual disarmament. 


Must Restrain Demands 


Second, the economy. If it continues to improve, 
as indications are that it will, some anti-recession 
spending that we are now incurring need not be 
repeated, such as the temporary increased unemploy- 
ment compensation program or the extensive purchas- 
ing of mortgages on new housing. However, some 
measures recently initiated, such as the acceleration 
of public works or expansion of research programs, 
tend to perpetuate themselves. 


Also, improvements in economic activity will bring 
increased tax revenues—and this can be of major sig- 
nificance. For example, if by fiscal year 1961 the 
country not only has recovered from the recession but 
has regained its normal growth trend, a level of re- 
ceipts—at present tax rates—of $80 billion does not 
appear to be unreasonable. 


The question of balancing the budget would then 
depend on whether expenditures could be held below 
that figure. That would not be easy, but it is possible. 
It can be done if the people exercise restraint in new 
demands on the government and support administra- 
tion proposals for gradual reductions in some pro- 
grams. Unless forebearance is exercised, for example, 
in congressional actions on new starts in water re- 
sources programs, there will continue to be substantial 
increases in these expenditures rather than decreases 
—for, even without new starts, the trend will be up- 
ward for a few years just to complete work underway. 


And some newly authorized construction and grant 
programs will not reach their highest expenditure 
levels until after fiscal 1959. 


In a discussion of the outlook ahead, bearing these 
major influences in mind, consideration must be given 
to some elementary truths: 


Decisions for Americans 


(1) We cannot permit the government to operate 
over long periods without balanced budgets. Budget 
deficits are inflationary in character and, if persistent, 
are unsound public policy and destructive of the 
strength of the nation and the personal security of its 
citizens. 


(2) Whatever we spend as a nation must be paid 
for somehow in the long run. This cannot come exclu- 
sively from billion dollar checks from big corporate 
taxpayers, but must be collected in taxes on billions 
of pay checks, and on the things that are bought and 
enjoyed by all our people throughout the country. 


(3) Until we can find a way to reduce the burden 
of high defense costs, we should exercise restraint in 
the size of our civilian programs. Defense of the nation 
necessarily comes first, which means that many 
desirable but less essential programs must meanwhile 
be reduced or deferred. 


(4) Reductions of any large size cannot come by 
reducing “bureaucracy”. Government personnel are, 
on the whole, capable and dedicated. Besides, civilian 
payrolls account for only about one-seventh of our 
entire expenditures and any reasonable decrease 
would have no major effect on the budget totals. The 
number of civilians on government payrolls has been 
reduced considerably since 1953 —a net of about 
262,000 as of July 1958—and any further important 
budget savings can come only from reductions in 
programs undertaken. 


(5) Reductions in government programs cannot 
come suddenly. They must be planned ahead, and in 
some cases effected gradually, to avoid dislocations 
to present beneficiaries and objectives. 

(6) Any President, or any Budget Director, how- 
ever determined, cannot singlehandedly reduce Fed- 
eral expenditures. The final responsibility is with the 
people, acting through their representatives in the 
Congress. 

(7) The American people, if polled, would vote 
wholeheartedly for less government expenditures and 
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lower taxes. Yet, those who have special interests, in 
the pursuit of those interests, produce the political 
pressures for government programs which result in 
higher government expenditures. 


It is not generally known that in the 1959 budget 
there were seventeen specific recommendations by the 
President to increase Federal revenues or reduce 
Federal spending. Those recommendations, if enacted, 
would have reduced the budget level by some $3.5 
billion or more annually in the cost of civilian pro- 
grams within a few years. In the atmosphere favoring 
spending which dominated the past Congress, only a 
few of them were enacted (principally the increase in 
postal rates and termination of the soil bank at the 
end of the 1958 crop year) and even these were offset 
in part by increases in some of the very items the 
President had recommended for gradual reduction. 


Overriding all other considerations at this time is 
the national defense. You cannot play games with 
security, particularly where your opponent is using 
his own rule book. 


Figuring the proper size of the defense program is 
one of the most difficult undertakings you could 
imagine. 


We have learned not to budget for absolute pro- 
tection, first because there is no such thing, and 
second, because we would lose sight of the necessity 
for a healthy and growing national economy to pull 
us through the cold war. We do budget for adequate 
security, providing for a calculated mix of weapons 
and forces, supported by a strong program of research 
and development. But even so, the almost incredible 
costs of new weapons, and their guidance, detection 
and control systems, exercise a constant upward pres- 
sure on the budget for national defense. This will 
continue to plague us as long as it is necessary to buy 
both today’s and tomorrow’s technology—as long as 
we must keep a military establishment in being to deal 
with anything that can happen right now as well as 
one which is preparing for future eventualities. 


As I see it, the American people must decide to do 
these things: 


1. Maintain national strength until a secure under- 
standing with the Soviets can be reached. This can 
probably only be achieved step by step, with slow and 
gradual reductions in military costs. 


2. Exercise Spartan restraint on proposals for new 
spending for civil purposes, or for increases in present 
levels of existing civilian programs. 
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3. Seek all possible opportunities for gradual, long- 
term reductions in present Government activities. 


4. Increase revenues by reasonable “user” charges 
to recover the measurable cost of government services 
furnished specifically to identifiable individuals or 
groups (for example, the postal service). 


5. Take all reasonable steps to encourage the up- 
ward growth of the economy, thereby increasing na- 
tional revenues and gradually reducing the deficit 
margin. 


Responsibility Is Shared 


if we as a nation decide to do these things, we can, 
given peace, not only avoid tax increases, but also 
can look forward with hope that in the course of time 
we will again have balanced budgets, tax reductions, 
and increases in programs for the Nation’s civilian 
welfare. 


It is not so provided in the law, but I believe one ot 
the main duties of a Budget Director is to keep the 
people informed about the costs of their fiscal courses 
of action, about developing trends, and about the 
choices which are theirs. 


We who have the responsibilities of preparing the 
budget intend to follow the principles and the course 
of action I have outlined. At the same time, we will 
press on every front for increased government effi- 
ciency and better government financial management. 


We will strive to make the country conscious of the 
reasons why taxes cannot be cut, and pose the choices 
that have to be made between assuming new burdens 
and budgeting prudently for those burdens we already 
have. 


But we cannot make even modest progress in our 
aims without the confidence and help of the American 
public. 


In the processes of representative democracy, we all 
share the responsibility of leading, suggesting, and 
counseling so that the people are informed of the facts 
and the considerations in public issues. If we fulfill 
that responsibility, we can rest, confident that an 
informed citizenry, acting through elected representa- 
tives, will make the right decisions. In that assurance 
lies our strength as a free nation, and the certainty of 
a better day ahead, in peace and in prosperity, for all 
the peoples of the world. 


